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ASB Issues SAS No. 114, The Auditor’s
Communication With Those Charged With
Governance
by Ahava Z. Goldman
The Auditing Standards Board has issued Statement on Auditing Standards (SAS) No.
114, The Auditor’s Communication With Those Charged With Governance, which
replaces SAS No. 61, Communication with Audit Committees. The new SAS requires the
auditor to conduct two-way communication with those charged with governance about
certain significant matters related to the audit, and also establishes standards and
provides guidance on:
•

Which matters should be communicated

•

Who they should be communicated to, and
1

•

The form and timing of the communication

SAS No. 114 is applicable to audits of the financial statements of all nonissuers and is effective for
audits of financial statements for periods beginning on or after December 15, 2006.
Who the matters should be communicated to
The SAS uses the term those charged with governance to refer to those with responsibility for
overseeing the strategic direction of the entity and obligations related to the accountability of the
entity, including overseeing the entity’s financial reporting process. It uses the term management to
refer to those who are responsible for achieving the objectives of the enterprise and who have the
authority to establish policies and make decisions by which those objectives are to be pursued.
Management is responsible for the entity’s financial statements.
The auditor should identify the appropriate person(s) in the entity’s governance structure with whom
particular matters should be communicated. That person may vary depending on the nature of the
matter to be communicated. The SAS recognizes the diversity in governance structures among
entities (including the existence of audit committees or other subgroups charged with governance),
and encourages the use of professional judgment in deciding with whom particular matters should be
communicated.
The SAS recognizes the unique considerations when all of those charged with governance are also
involved in managing the entity, which may be the case in some small entities. In those
circumstances, the auditor need only communicate these matters once, even though these
individuals serve in both a governance role and a management role.
Matters to be communicated
In addition to communicating any significant findings from the audit, and explaining the auditor’s
responsibilities under generally accepted auditing standards, the standard now requires the auditor to
communicate an overview of the planned scope and timing of the audit. The auditor should be careful
not to compromise the effectiveness of the audit by, for example, communicating the nature and
timing of detailed audit procedures. In addition, the new SAS requires the auditor to make those
charged with governance aware of the representations that management is being asked to provide.
Form, timing and documentation of communications
The auditor should inform those charged with governance about the expected form, timing, and
general content of the communications that will be made. Significant findings from the audit should be
communicated in writing when, in the auditor’s professional judgment, oral communication would not
be adequate. Other communications may be oral or in writing. The auditor should document any
required matters that were communicated orally and should retain copies of the written
communications.
Two-way communication
The new SAS describes the principal purposes of the communication, which are to obtain information
that is relevant to the audit from those charged with governance, and to provide those charged with
governance with timely observations arising from the audit. The SAS stresses the importance of
effective two-way communication. To that end, the auditor is required to evaluate whether the twoway communication between the auditor and those charged with governance has been adequate. If
not, the auditor should take appropriate action to address any ineffectiveness in the communication
process, and should consider the effect, if any, on the auditor’s assessment of the risks of material
misstatement.
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To obtain a copy of the SAS see the ordering information on page 18, and request product number
060709.

SAS No. 112 Implementation Guidance
by Charles E. Landes, CPA
In an effort to help practitioners better understand and implement the requirements of Statement on
Auditing Standards (SAS) No. 112, Communicating Internal Control Related Matters Identified in an
Audit, the AICPA staff has developed an audit risk alert entitled Understanding SAS No. 112 and
Evaluating Control Deficiencies: A Companion to SAS No. 112, Communicating Internal Control
Related Matters Identified in an Audit. This audit risk alert summarizes the important aspects of the
new standard and presents a number of short case studies designed to guide the auditor though the
process of evaluating identified control deficiencies. To obtain this new risk alert go to:
https://www.cpa2biz.com/stores/sas112

.During recent conversations with AICPA members, the Audit and Attest Team became aware that
some practitioners may be misunderstanding certain concepts that are important to SAS No. 112.
The most common misunderstanding is the belief that the auditor’s drafting of the client’s financial
statements automatically results in a material weakness. Asking the auditor to draft the financial
statements does not cause a control deficiency; however, it may be the result of a control deficiency.
A control deficiency exists if the client does not have controls over the preparation of the financial
statements, including the footnote disclosures, which would prevent or detect a misstatement in the
financial statements. This misunderstanding and others are debunked in the audit risk alert.
The following are some key underlying concepts that will help in successfully implementing SAS No.
112:
•

The auditor cannot be part of a client’s internal control. Becoming part of a client’s internal
control impairs the auditor’s independence.

•

What the auditor does is independent of the client’s internal control over financial reporting.
Therefore, the auditor cannot be a compensating control for the client.

•

The client’s designation of an individual who possesses suitable skill, knowledge, and/or
experience to oversee a service performed by the CPA (Ethics Interpretation 101-3
Performance of Nonattest Services) is not a control. Therefore, having such a designated
person does not mean that the client does not have a control deficiency.

•

SAS No. 112 does not require the auditor to search for control deficiencies, but rather to
evaluate them if they have been identified.

•

A system of internal control over financial reporting does not stop at the general ledger; rather
it includes controls over the preparation of the financial statements.

•

To properly apply SAS No. 112, the auditor has to have a working knowledge of the COSO
framework. COSO’s Internal Control-Integrated Framework describes the elements of
internal control over financial reporting. SAS No. 112 directs the auditor to evaluate control
deficiencies when identified, and communicate certain deficiencies to management and those
charged with governance.
3

Keeping these simple but important underlying concepts in mind will help auditors successfully
implement the new standard.

Nine New Members of the ASB
by Judith M. Sherinsky
On October 24, the end of the AICPA’s 2006 committee year, nine members of the Auditing
Standards Board (ASB) completed their terms of service and rotated off the ASB. The departing
members are John A. Fogarty, Chair; Barton W. Baldwin, Craig Crawford, James W. Goad, Dan L.
Goldwasser, James E. Lee, Wanda Lorenz, Daniel D. Montgomery, and Scott A. Seasock. The
AICPA is extremely grateful to these volunteers for the time they devoted and expertise they brought
to projects of the ASB. The new chair of the ASB is Harold L. Monk, former Vice Chair of the ASB.
Following are brief bios of the nine new members of the ASB.
Sheila M. Birch is a partner in the audit and accounting services department of Ciuni & Panichi, Inc.
in Cleveland, OH where she specializes in not-for-profit organizations and closely-held businesses,
and is responsible for quality control, technical review, and engagement supervision. Sheila also
provides consulting services to clients and performs peer reviews of other accounting firms. She is
the 2006 recipient of the Ohio Society of CPAs Gold Medal Award and is a past chair of the
Accountancy Board of Ohio and the CPA Examination Review Board. Sheila served for four years on
the board of directors of the National Association of State Boards of Accountancy (NASBA) where
she chaired the Professional Ethics and Strategic Initiatives Committees. She currently is a member
of NASBA's International Qualifications Appraisal Board and Committee on National Examination
Preparedness. She is a past member of the AICPA PCPS Peer Review Committee. Sheila
graduated from Ursuline College in Pepper Pike, OH and received her accounting education at John
Carroll University in Cleveland. Sheila lives in Bratenahl, OH with her husband Ron. Their children
Leslie and Dan live on the east coast.
Walt Conn is a partner at KPMG LLP. In his current role, he is in the firm’s department of
professional practice in New York where he assists KPMG’s engagement teams with the resolution of
auditing issues, develops auditing policy, and follows audit standard-setting activities. Prior to
rejoining KPMG’s department of professional practice in 2004, Walt served as an audit partner in
KPMG’s Silicon Valley office for six years, worked in the firm’s Nashville and Birmingham offices, and
served on rotation in the firm’s department of professional practice. In addition, he served as a
practice fellow for the Auditing Standards Board from 1991-1993. During his career of 22 years with
KPMG, Walt has served a variety of publicly-traded and privately-held clients. As an SEC reviewing
partner, he is one of the firm’s designated technical partners. A graduate of Auburn University, Walt
serves on Auburn’s School of Accountancy Advisory Council and is a member of the Board of
Directors of the Auburn University Alumni Association. He lives in Darien, CT with his wife and three
daughters.
Anthony J. Costantini is a partner in the law firm Duane Morris LLP. His areas of concentration in
the firm are professional liability as well as securities and commercial litigation. He formerly served as
associate general counsel to KPMG Peat Marwick and regional counsel to the United States
Commodity Futures Trading Commission. Tony currently serves on the Professional Liability
Committee and Commodity and Futures Committee of the commercial and federal litigation section of
the New York State Bar Association, and is a former member of the Executive Committee of the
business law section of the same association. He is a graduate of Columbia University School of
4

Law and the University of Detroit. Tony resides in New York City. He has two children, one daughter
and one son.
Nicholas J. Mastracchio, Jr. teaches at the University of South Florida. He holds a PhD in
Philosophy from Union College where his dissertation was on the valuation of closely held
companies; an MS in Accounting from the State University of New York at Albany; and a BBA from
Siena College. He has been practicing accounting since 1964 and, from 1976 to 1991, was
managing director of Charles L. Marvin and Company, a CPA firm with offices in Albany and
Schenectady, NY. He taught at the University at Albany for 30 years where he was the Arthur
Andersen Alumni Professor of Accounting, and now has emeritus status. In August 2006, he began
teaching at the University of South Florida. Nick is past chair of the New York State Board of
Accountancy, is on the AICPA Board of Examiners, and on the Education Committee of the National
Association of State Boards of Accountancy. Nick has published two valuation related books for the
AICPA and numerous articles relating to valuations, auditing, independence, and practice
management. Nick resides with his wife of 43 years in Marco Island, FL. They have five children and
eight grandchildren.
Jorge Milo is a partner in the New York Metro office of PricewaterhouseCoopers LLP where he is the
firm’s U.S. leader of assurance policy. He has significant experience in auditing large global public
companies, having served as the audit partner in audits of a number of Fortune 500 industrial and
consumer products companies. Jorge has significant experience in auditing and reporting matters,
internal control over financial reporting, initial public offerings, mergers and acquisitions, and spinoffs. He served as U.S. leader of the firm's industrial manufacturing industry sector. Jorge
coordinated the firm’s quarterly publication, Manufacturing Barometer, which contains interviews of
senior executives of large global industrial manufacturing companies. Jorge earned a BBA degree
from the University of Miami and also attended an executive education program for
PricewaterhouseCoopers partners at Dartmouth’s Tuck Business School. Jorge joined Price
Waterhouse in 1983 and was admitted as a partner in 1993. He and his wife, Lisa, reside in Scotch
Plains, NJ with their three children.
Darrel R. Schubert is a partner in the assurance and advisory business services professional
practice group of Ernst & Young LLP based in Cleveland, OH, where he leads the development of
audit methodology and policies. Darrel also advises engagement teams on the resolution of audit
issues, follows international standard-setting activities, and leads executive-level training. After
graduating from the University of Illinois with a BA in finance and an MS in accounting, Darrel began
his career at the Indianapolis office of Ernst & Young in 1981. He worked on both public and private
company audits in various industries, with the majority being in the financial services sector. Darrel
has served on various task forces and subcommittees of the AICPA and recently chaired the Risk
Assessments Task Force to finalize those standards for the ASB. Darrel and his wife, Barb, have two
college-age daughters and reside in Avon Lake, OH.
Stephanie A. Westington is vice president of finance for Comm Bancorp, Inc., a publicly traded
bank holding company with 16 community banking offices and approximately $550 million in assets.
Stephanie supervises the finance and planning division of the company and reports monthly,
quarterly, and annual financial information to the company’s board of directors, shareholders,
auditors, bank regulatory authorities, and the SEC. She also coordinates the company’s annual
budgeting process. Stephanie was controller of LA Bank, N.A. from 1990 to 1998. She started her
career in accounting in 1987 at Parente Randolph as senior auditor. Stephanie received a BS in
Accounting in 1987 and an MBA in 2004 from the University of Scranton, and served as Board
Member of the University’s Alumni Society from 2003 to 2006. She is involved with the Rotary Club of
the Abingtons, a worldwide organization of business and professional leaders that provides
5

humanitarian service and helps build goodwill and peace in the world. Stephanie currently resides in
Clarks Summit, PA with her husband, son, and two stepchildren.
Arthur M. Winstead, Jr. attended the University of South Carolina and completed his B.S. in
Business, with a concentration in accounting and a minor in political science, at the University of
North Carolina at Greensboro (UNCG); he currently serves as finance chair of the UNCG Excellence
Foundation. Art started with Davenport, Marvin, Joyce & Co., LLP in 1978 and became a partner in
1984. He is a general services partner in the Greensboro office, partner-in-charge of the Burlington
office, and firm-wide accounting, auditing, and quality control partner. He serves as team captain and
team member for on-site PCPS peer reviews throughout the country and state, and conducts off-site
peer reviews within NC. Art also served as chair of the CPAmerica Accounting and Auditing
Executive Committee. Art is a member of the North Carolina Association of CPAs and currently
serves on the North Carolina Board of CPA Examiners where he is chair and vice president of the
Professional Standards Committee. Art is involved in numerous community activities and currently
serves as an elder and Sunday School teacher at the Guilford Park Presbyterian Church. He is a past
president of the Greensboro Jaycees and served as chair and treasurer of the Guilford County
Democratic Party. Art is a member and leader of numerous charitable and civic organizations in
Greensboro. Art enjoys spending time with his wife Mary, daughters Mollie and Emma, and his
immediate family. He is an avid golfer and often plays at Starmount Forest Country Club where he is
a member and serves on the board of directors.
Megan Zietsman is a partner with Deloitte & Touche LLP. Currently serving in the audit and
assurance services department of the firm’s national office, Megan develops auditing policies,
guidance, and tools in response to changes in professional standards, including standards of the
Public Company Accounting Oversight Board (PCAOB) and the AICPA. She also consults with and
advises audit engagement teams on the application of audit policies, guidance, and applicable
professional standards, including PCAOB Auditing Standard No. 2, An Audit Of Internal Control Over
Financial Reporting Performed in Conjunction With an Audit of Financial Statements. Megan also
participates actively in the development and delivery of audit training programs. During her 18 years
of experience with Deloitte & Touche in the United States and South Africa, Megan has had a broad
range of experience serving clients in audit and various advisory capacities. Megan received an
Honor's Degree in Accounting from Rhodes University in South Africa in 1988 and is a Chartered
Accountant (South Africa).

Applicability of SSARSs to Reviews of Nonissuers
Owned or Controlled by an Issuer
by Mike Glynn
Statements on Standards for Accounting and Review Services (SSARSs) set forth the performance
and communication requirements when an accountant submits unaudited financial statements or
other unaudited financial information of a nonpublic entity to his or her client or to third parties. AR
section 100.04 defines a nonpublic entity as:
Any entity other than (a) one whose securities trade in a public market either on a stock
exchange (domestic or foreign) or in the over-the-counter market, including securities quoted
only locally or regionally; (b) one that makes a filing with a regulatory agency in preparation
for the sale of any class of its securities in a public market; or (c) a subsidiary, corporate joint
venture, or other entity controlled by an entity covered by (a) or (b).
6

From time to time, accountants call the AICPA Accounting and Auditing Technical Hotline (888-7777077) to determine whether SSARSs or PCAOB Interim Auditing Standard No. 100, Interim Financial
Information, is applicable when reviewing the separate financial statements of an entity that is not an
issuer, but is owned or controlled by an issuer.
The condition set forth in item (c) of the definition of a nonpublic entity (AR section 100.04) is
applicable if the review of the nonissuer (e.g., a subsidiary or corporate joint venture) is being
performed to enable the controlling entity (the issuer) to meet its reporting obligations. For example,
if the accountant is reviewing the interim financial statements of a nonpublic subsidiary of an issuer
so that the subsidiary’s financial information can be included in the consolidated interim financial
information that will be submitted to the SEC, the accountant should follow PCAOB standards since
the engagement is intended to enable the parent company to meet its filing obligations as an issuer.
However, if the accountant is engaged to review the separate financial statements of a nonpublic
subsidiary, for example, to enable the subsidiary to obtain financing, the accountant should follow
SSARSs because the financial statements are those of a nonissuer and they are not being filed with
the SEC.
To provide easy to find and understandable guidance on this issue, the Accounting and Review
Services Committee issued Interpretation No. 27 of AR section 100 in August 2005. That
interpretation entitled “Applicability of Statements on Standards for Accounting and Review Services
to Reviews of Nonissuers Who Are Owned by or Controlled by an Issuer” can be downloaded from
http://www.aicpa.org/download/members/div/auditstd/AR-09100.PDF

ARSC Issues Exposure Draft Eliminating SAS
References in SSARSs
by Mike Glynn
On December 1, 2006, the AICPA’s Accounting and Review Services Committee (ARSC) issued an
exposure draft (ED) of a proposed Statement on Standards for Accounting and Review Services
(SSARS) entitled Elimination of Certain References to Statements on Auditing Standards and
Incorporation of Appropriate Guidance into Statements on Standards for Accounting and Review
Services.
The ARSC is aware that in many instances the SSARSs refer the accountant to Statements on
Auditing Standards for guidance. For many practitioners, compilations and reviews are the highest
level of service they perform; therefore, those practitioners may be less familiar with the auditing
literature. For that reason, the ARSC developed an ED that eliminates from the SSARSs certain
references to the auditing literature, and incorporates the relevant concepts and guidance in the
SSARSs. The ARSC believes that such revisions to the SAARSs would be in the best interest of
practitioners performing compilations and reviews, as well as in the public interest. It is anticipated
that the final SSARS would be effective for compilations and reviews of financial statements for
periods ending on or after December 15, 2007. Early application would be permitted. The exposure
draft
is
currently
available
on
the
AICPA’s
Web
site
at
http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Standard
s/Exposure+Drafts+of+Proposed+Statements/.
Comments on the ED should be sent via electronic mail to Mike Glynn at mglynn@aicpa.org and
should be received no later than May 18, 2007.
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In the process of developing the guidance in this ED, the ARSC determined that EDs should be
developed that address the following matters as they relate to compilation and review engagements:
•

The accountant’s consideration of going concern

•

The accountant’s consideration of the adequacy of disclosure in financial statements prepared
in conformity with an other comprehensive basis of accounting (OCBOA)

•

The accountant’s consideration of subsequent events

The ARSC expects to expose these EDs in the third quarter of 2007.

Douglas Mathison, New Member of ARSC
by Mike Glynn
The newest member of the Accounting and Review Service Committee (ARSC) is Douglas S.
Mathison, a partner at Parent Dott & Company in Beaver Dam, WI, where he is responsible for
managing the firm’s audit and accounting practice. Doug has served on numerous AICPA
committees, including the PCPS Technical Issues Committee, the Peer Review Board, and the PCPS
Peer Review Committee. Doug also chaired the AIPA Peer Review Standards Task Force and its
Evaluations Task Force. In addition to his volunteer service at the AICPA, Doug served for many
years on the Wisconsin Institute of Certified Public Accountants Peer Review Committee, including
serving as chair. Doug graduated from the University of Wisconsin-Oshkosh. He currently lives in
Beaver Dam, WI with his wife Kathy. He has two adult children.
The AICPA is extremely grateful to Mark E. Ziessman, who completed his three-year term of service
on the ARSC. Mark brought considerable experience and knowledge to the ARSC’s deliberations,
and represented the ARSC on the AICPA’s Quality Control Standards Task Force. We wish Mark the
best in all his future accomplishments.

Guidance for Implementing FIN 48,
“Accounting for Uncertain Tax Positions”
Staff of the AICPA Accounting Standards, Audit and Attest Standards, and Tax Teams have
developed a practice guide entitled “Accounting for Uncertain Tax Positions Under FIN 48” to help
practitioners implement FASB Interpretation (FIN) 48, “Accounting for Uncertain Tax Positions.” FIN
48 interprets FASB Statement of Financial Accounting Standards (SFAS) No. 109, Accounting for
Income Taxes.
Before FIN 48 was issued, accounting for uncertain tax positions was governed by SFAS No. 5,
Accounting for Contingencies. FIN 48 replaces SFAS No. 5 with respect to the accounting for all tax
positions taken (or expected to be taken) on any income tax return, not just uncertain tax positions. In
applying FIN 48, companies will need to determine and assess all material positions taken in any
income tax return as of the date they adopt FIN 48, including all significant uncertain positions in all
tax years that are still subject to assessment or challenge by relevant taxing authorities. FIN 48
8

addresses the recognition and measurement of income tax positions using a “more-likely-than-not”
(MLTN) threshold. The MLTN threshold means that:
•

A benefit related to an uncertain tax position may not be recognized in the financial
statements unless it is MLTN that the position will be is sustained based on its technical
merits; and

•

There must be more than a 50 percent likelihood that the position would be sustained if
challenged and considered by the highest court in the relevant jurisdiction.

For years beginning after December 15, 2006, all GAAP-based financial statements must account for
taxes in accordance with FIN 48, including a required analysis of all tax positions at the beginning of
the period or, for calendar-year-end businesses, as of January 1, 2007. The AICPA’s 13-page
practice guide includes highlights of FIN 48 and its implications for accountants, auditors, and tax
advisers. It is not authoritative, but is intended to assist members in quickly understanding the
requirements
of
FIN
48.
The
practice
guide
is
available
at:
http://tax.aicpa.org/NR/rdonlyres/4384C1FD-DF89-46C9-8EE3-ED8CEB12245F/0/FIN48final.doc

Highlights of Technical Activities
The Auditing Standards Board (ASB) performs its work through task forces composed of members of
the ASB and others with technical expertise in the subject matter of the projects. The findings of these
task forces periodically are presented to the members of the ASB at public meetings for their review
and discussion.
Highlights of matters addressed by the ASB are available at:
http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Standards/
Auditing+Standards+Board/asbmtghlts.htm

Task Forces of the ASB
Following are the current task forces of the ASB and brief summaries of their objectives and recent
activities.
Amendments to SAS No. 69 Task Force (Staff Liaison: Sharon Walker). At its July 2005 meeting,
the ASB voted to issue a final Statement on Auditing Standards (SAS), subject to the Financial
Accounting Standards Board’s (FASB) deliberations on its related project, which removes the GAAP
hierarchy for nongovernmental entities from SAS No. 69, The Meaning of Present Fairly in Conformity
with Generally Accepted Accounting Principles (AU sec. 411). The change was made in response to
the issuance, in April 2005, of the FASB’s exposure draft of a proposed Statement of Financial
Accounting Standards (SFAS) entitled “The Hierarchy of Generally Accepted Accounting Principles,”
which (1) incorporates the GAAP hierarchy for nongovernmental entities into the FASB’s accounting
literature, and (2) clarifies that the FASB is responsible for identifying the sources of accounting
principles and the framework for selecting the principles to be used in the preparation of
nongovernmental-entity financial statements presented in conformity with GAAP. The ASB will issue
its final SAS coincidentally with the FASB’s and PCAOB’s issuance of their final standards.
Auditing Accounting Estimates Task Force (Staff Liaison: Hiram Hasty; Task Force Chair: Harold
Monk Jr.). The task force is revising SAS No. 57, Auditing Accounting Estimates (AU sec. 342), to
9

reflect aspects of the International Auditing and Assurance Standards Board’s (IAASB) December
2004 exposure draft, Auditing Accounting Estimates and Related Disclosures (Other than Those
Involving Fair Value Measurements and Disclosures). That exposure draft proposes revisions to
International Standard on Auditing (ISA) 540, Audit of Accounting Estimates. Most recently, the IAASB
discussed combining proposed ISA 540 with ISA 545, Auditing Fair Value Measurements and
Disclosures. This project is part of the ASB’s efforts to harmonize its standards with those of the
IAASB. Accordingly, in developing an exposure draft, the task force is monitoring the IAASB’s
deliberations and drafts.
Auditing Related Party Transactions Task Force (Staff Liaison: Michael P. Glynn; Task Force
Chair: George P. Fritz). The task force plans to revise SAS No. 45, Related Parties, (AU sec. 334) to
achieve convergence with the related ISA that the IAASB is developing. In December 2005, the IAASB
issued an exposure draft entitled Related Parties that would revise ISA 550, of the same title. The
exposure period ended on April 30, 2006. The exposure draft is available at the following Web site:
http://www.ifac.org/Guidance/EXD-Details.php?EDID=0052. The task force is monitoring the IAASB’s
progress on this issue.
Audit Issues Task Force (Staff Liaison: Sharon Walker; Task Force Chair: Harold L. Monk). This task
force (1) oversees the ASB’s planning process, (2) evaluates technical issues raised by various
constituencies and determines their appropriate disposition, including referral to an ASB task force or
development of an interpretation or other guidance, (3) addresses emerging audit and attestation
practice issues, (4) provides advice on ASB task force objectives and composition, (5) monitors the
progress of task forces, and (6) assists the chair of the ASB and the Audit and Attest Standards staff
in carrying out their functions, including liaising with other groups. The next meeting of the AITF will be
on December 7, 2006.
Auditors’ Reports Task Force (Staff Liaison: Sharon Walker; Task Force Chair: Harold L. Monk).
This task force is revising SAS No. 58, Reports on Audited Financial Statements (AU sec. 508). The
ASB believes that it is appropriate and timely to revisit the required reporting elements and the
language in the auditor's report for audits of nonissuers. At the August 2006 ASB meeting, the task
force presented a revised draft of SAS No. 58 and discussed issues related to that draft. The task
force expects to present a revised draft of the document at the May 2007 ASB meeting at which the
ASB will vote to expose the proposed SAS.
Auditor’s Report Research Task Force (Staff Liaison: Sharon Walker; Task Force Chair: Douglas
Prawitt). This task force is charged with identifying topics and individuals to perform research on the
nature of the expectation gap and how the audit report might be revised to better address this
expectation
gap.
The
request
for
proposals
is
available
at
http://www.aicpa.org/download/news/2006/AICPA_AAA_IAASB_RFP.pdf. The proposal period ended
on October 31, 2006. The task force met in November 2006 to review the proposals submitted, and
will make its recommendation to the ASB at its January 2007 meeting.
Chief Compliance Officers Task Force (Staff Liaison: Judith M. Sherinsky; Task Force Chair: Brian
Gallagher). This task force is developing a Statement of Position (SOP) entitled Attestation
Engagements That Address Aspects of Internal Control Directed at Compliance Objectives at Entities
That Provide Services to Investment Companies, Investment Advisers, or Other Service Providers.
The project arose in connection with the SEC’s December 2003 adoption of Rule 38a-1 of the
Investment Company Act of 1940 and Rule 206(4)-7 of the Investment Advisers Act of 1940 (Rules).
A provision of these Rules is that funds and investment advisers designate a chief compliance officer
to be responsible for administering the entity’s compliance policies and procedures. The SOP
provides practitioners with performance and reporting guidance when examining the suitability of the
10

design and operating effectiveness of controls over compliance at entities that provide services
(service providers) to funds and investment advisers (user organizations). Compliance controls at
these service providers may affect or be part of the user organization’s internal control over
compliance. Examples of such service providers are transfer agents, recordkeepers, administrators,
and custodians. On October 16, 2006, the Audit Issues Task Force (AITF) discussed a draft of the
SOP and provided feedback to the task force. The task force is currently addressing the AITF’s
comments.
Communications Task Force (Staff Liaison: Ahava Goldman; Task Force Chair: Daniel D.
Montgomery). On November 27, 2006, the ASB issued SAS No. 114, The Auditor’s Communication
with Those Charged with Governance. For information about this SAS, please see the article on page
1, “ASB Issues SAS No. 114, The Auditor’s Communication With Those Charged With Governance.
Group Audits Task Force (Staff Liaison: Ahava Goldman; Task Force Chair: Diane M. Rubin). The
task force is considering revisions to AU Section 543, Part of Audit Performed by Other Independent
Auditors, to achieve convergence with a proposed revision of ISA 600, The Audit of Group Financial
Statements. The exposure draft, which was issued by the IAASB on March 22, 2005, is entitled The
Work of Related Auditors and Other Auditors in the Audit of Group Financial Statements, and is
available at http://www.ifac.org/Guidance/EXD-Details.php?EDID=0041. The task force will closely
monitor the IAASB’s discussions of this topic.
Internal Control Task Force (Staff Liaison: Judith M. Sherinsky; Task Force Chair: Michael T.
Umscheid). In May 2006, the ASB issued SAS No. 112, Communicating Internal Control Related
Matters Identified in an Audit, which superseded SAS No. 60, Communication of Internal Control
Related Matters Noted in an Audit. The task force also was charged with revising Chapter 5,
“Reporting on an Entity’s Internal Control Over Financial Reporting,” (AT 501) of Statement on
Standards for Attestation Engagements No. 10. In April of 2006, the PCAOB announced plans to
make certain revisions to Auditing Standard No. 2, An Audit of Internal Control Over Financial
Reporting Performed in Conjunction With An Audit of Financial Statements (AS2), to assist in its
implementation. Changes to AS2 would most likely affect the revision of AT 501; accordingly, the
ASB decided to defer the issuance of revised AT 501 until it has the opportunity to review the
changes made to AS2. On August 1, 2006, conforming changes were made to AT 501 to reflect new
terminology and guidance in SAS No. 112 that are also relevant to AT 501. An executive summary
identifying
and
explaining
those
changes
can
be
viewed
at:
http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Standard
s/Authoritative+Standards+and+Related+Guidance+for+NonIssuers/exec_summary_conform_amend.htm
International Auditing Standards Subcommittee (Staff Liaison: Sharon Walker; Subcommittee
Chair: Susan S. Jones). The objective of this subcommittee is to support the development of
international auditing standards. Subcommittee activities include providing technical advice and
support to the AICPA representative and technical advisors to the IAASB, commenting on exposure
drafts of international assurance standards, participating in and identifying U.S. volunteer participants
for international standard-setting projects, identifying opportunities for establishing joint standards
with other standard setters, identifying international issues that affect auditing and attestation
standards and practices, and assisting the ASB and other AICPA committees in developing and
implementing AICPA international strategies. The next meeting of the Subcommittee will be on
February 7, 2007.
Management Representations Task Force (Staff Liaison: Ahava Goldman; Task Force Chair: Keith
O. Newton). The task force is considering revisions to SAS No. 85, Management Representations,
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(AU sec. 333) based on the IAASB’s project to revise ISA 580, Management Representations. The
task force will present a draft of a proposed SAS that will be discussed at the January 2007 ASB
meeting.
Quality Control Standards Task Force (Staff Liaison: Ahava Goldman; Task Force Chair: David
Brumbeloe). The task force is revising the Statements on Quality Control Standards (SQCSs) in
consideration of the IAASB’s International Standard on Quality Control No. 1, Quality Control for
Firms that Perform Audits and Reviews of Historical Financial Information, and Other Assurance and
Related Service Engagements. On July 28, 2006, the ASB issued an exposure draft of a proposed
SQCS, A Firm’s System of Quality Control, that would replace all existing SQCSs. The comment
period for the exposure draft ended on September 30, 2006. The exposure draft and comment letters
received
are
available
at
the
following
AICPA
Web
site:
http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Standard
s/Exposure+Drafts+of+Proposed+Statements/A_Firms_System_of_Quality_Control.htm
The ASB
will consider comment letters received at its January 2007 meeting
SAS No. 74 Task Force (Staff Liaison: Ahava Goldman; Task Force Chair: George Rippey). The
task force is revising SAS No. 74, Compliance Auditing Considerations in Audits of Governmental
Entities and Recipients of Governmental Financial Assistance, (AU sec. 801) to reflect changes in the
government auditing environment. The task force is awaiting the results of a government auditing
quality study.
Using the Work of a Specialist Task Force (Staff Liaison: Hiram Hasty; Task Force Chair: Darrel
Schubert). The objective of the task force is to revise SAS No. 73, Using the Work of a Specialist,
and replace it with two new standards. One of the proposed standards, Using an Outside Specialist
to Assist in the Audit, addresses situations in which an auditor engages an outside (non-firm)
specialist to obtain specialized skills or knowledge needed in the audit, but not available on the
engagement team. The other proposed standard, Using the Work of Management's Nonemployee
Specialist, focuses on situations in which an auditor uses as audit evidence the work product of a
nonemployee specialist hired by management. At its December 2004 meeting, the IAASB added to
its agenda a project to revise ISA 620, Using the Work of an Expert. At its February 1-3, 2005
meeting, the ASB approved the submission of a recommendation to the IAASB consisting of the two
proposed SASs developed by the task force. The task force is monitoring the progress of the IAASB’s
standard and will consider the IAASB’s deliberations and drafts in developing its exposure draft.

Other Activities
Accounting and Review Services Committee (ARSC) (Staff Liaison: Michael Glynn; Committee
Chair: Thomas A. Ratcliffe). The ARSC is the senior technical committee of the AICPA designated to
issue pronouncements in connection with the unaudited financial statements or other unaudited
financial information of nonpublic entities. The charge of the ARSC is to develop and communicate,
on a continuing basis, comprehensive performance and reporting standards as well as practice
guidance that enable practitioners to provide high quality, objective, compilation and review services
that serve the profession, clients, and the general public. The ARSC accomplishes this objective by
developing compilation and review standards, timely responding to the need for guidance, and clearly
communicating such guidance to the profession and users of financial statements. See the articles on
page 6, “Applicability of SSARSs to Reviews of Nonissuers Owned or Controlled by an Issuer’ and on
page 7, “ARSC Issues Exposure Draft Eliminating SAS References in SSARSs,” for additional
information about the activities of the ARSC. The ARSC met at the New Jersey office of the AICPA
on November 20-21, 2006 and will next meet on June 14-15, 2007 at the New York office of the
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AICPA. To view highlights of past and current ARSC meetings, go to the following AICPA Web
site:http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Stand
ards/Accounting+and+Review+Services+Committee/arscmtghlts.htm
Anti-Fraud Task Force (Staff Liaison: Michael P. Glynn; Task Force Chair: Ronald L. Durkin). The
Anti-Fraud Task Force is charged with further developing the specificity of criteria for management
anti-fraud programs and controls, as introduced in the document, Management Antifraud Programs
and Controls: Guidance to Help Prevent, Deter, and Detect Fraud, issued jointly by several
organizations, including the AICPA. The task force is currently considering its next project.
Auditing Standards Committee of the American Accounting Association (AAA) (Chair: Audrey
A. Gramling, Kennesaw State University; ASB/AICPA Liaisons to the Committee: Douglas Prawitt
and Michael P. Glynn). The Auditing Standards Committee of the AAA is charged with fostering
interaction between the AAA’s Auditing Section and auditing standard-setting bodies such as the
AICPA’s ASB. The ASB supports strengthening its relationship with the academic community as well
as increasing that community’s participation in the standard-setting process.
International Auditing and Assurance Standards Board (IAASB) (U.S. Member: John A. Fogarty;
U.S. Technical Advisor: Sharon Walker). The IAASB met in October 2006 in New York. Copies of the
International Federation of Accountants’ final auditing, assurance, related services, and quality
control standards; exposure drafts outstanding; and information about attending IAASB meetings,
which are open to the public, can be found at: http://www.ifac.org/ The next meeting of the IAASB is
December 4-8, 2006 in London.
Professional Issues Task Force (PITF) (Staff Liaison: Michael P. Glynn; Task Force Chair: Charles
J. McElroy). The PITF is responsible for accumulating and considering practice issues that appear to
present concerns for practitioners performing audits and reviews of financial statements or agreedupon procedures. The PITF also is responsible for disseminating information or guidance, as
appropriate, in the form of practice alerts. Practice alerts are intended to provide practitioners with
information that may help them improve the effectiveness and efficiency of their engagements and
practices, and are based on existing professional literature, the experience of the members of the
PITF, and information provided by AICPA member firms to their own professional staffs. The task
force also refers matters that may require reconsideration of existing standards to the appropriate
standard-setting body. All alerts that have not been superseded are published annually in the AICPA
Technical
Practice
Aids
and
are
also
available
at
http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Standard
s/Professional+Issues+Task+Force/pract_alerts.htm . The PITF is currently working on two separate
practice alerts. The first will provide guidance on issues that arise in implementing SAS No. 103,
Audit Documentation. The second addresses auditing and other considerations related to electronic
information. The PITF plans to issue the first practice alert in January 2007, and the second practice
alert towards the end of the first quarter of 2007.
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Auditing Standards Board Agenda
Codes: DI—Discussion of issues, DD—Discussion of draft document, DP—Vote to
approve a discussion paper for public distribution, ED—Vote to ballot a document for
exposure, EP—Exposure Period, CL—Discussion of comment letters, FI—Vote to ballot a
document for final issuance, SU—Status Update.
ASB Meeting Date
January 9-11, 2007

Project
Clarity of Standards Proposal

DP

Management Representations

DD

Statement on Quality Control Standards (SQCS)

CL

Related Parties

DI

Relationship of GAAS to SQCS

DD

To view a projected timetable of ASB projects through 2007, see the following AICPA Web site:
http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Standard
s/Professional+Issues+Task+Force/pract_alerts.htm

Recently Issued and Approved Documents
Statements on Auditing Standards (SASs)
Title (Product Number)

Issue Date

SAS No. 114, The Auditor’s
Communication With Those Charged
With Governance (060709)

December 2006

Effective for audits of financial
statements for periods beginning on
or after December 15, 2006.

SAS No. 113, Omnibus 2006
(060708)

November 2006

Paragraphs 1 through 5 are effective
for audits of financial statements for
periods ending on or after December
15, 2006. Paragraphs 7 through 14
are effective for audits of financial
statements for periods beginning on
or after December 15, 2006. Earlier
implementation is permitted.

May 2006

Effective for audits of financial
statements for periods ending on or
after December 15, 2006. Earlier
implementation is permitted.

SAS No. 112, Communicating Internal
Control Related Matters Identified in
an Audit (060707)
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Effective Date

SAS Nos. 104 through 111 comprise the “risk assessment standards” and are available in a single
bound book (060704).
SAS No. 111, Amendment to
March 2006
Effective for audits of financial
Statement on Auditing Standards No.
statements for periods beginning on
39, Audit Sampling
or after December 15, 2006. Earlier
application is permitted.
March 2006
Effective for audits of financial
SAS No. 110, Performing Audit
statements for periods beginning on
Procedures in Response to Assessed
Risk and Evaluating the Audit
or after December 15, 2006. Earlier
application is permitted.
Evidence Obtained
SAS No. 109, Understanding the Entity
March 2006
Effective for audits of financial
statements for periods beginning on
and Its Environment and Assessing
or after December 15, 2006. Earlier
the Risk of Material Misstatement
application is permitted.
SAS No. 108, Planning and
March 2006
Effective for audits of financial
statements for periods beginning on
Supervision
or after December 15, 2006. Earlier
application is permitted.
SAS No. 107, Audit Risk and
March 2006
Effective for audits of financial
statements for periods beginning on
Materiality in Conducting an Audit
or after December 15, 2006. Earlier
application is permitted.
SAS No. 106, Audit Evidence
March 2006
Effective for audits of financial
statements for periods beginning on
or after December 15, 2006. Earlier
application is permitted.
SAS No. 105, Amendment to
March 2006
Effective for audits of financial
Statement on Auditing Standards No.
statements for periods beginning on
95, Generally Accepted Auditing
or after December 15, 2006. Earlier
application is permitted.
Standards
SAS No. 104, Amendment to
March 2006
Effective for audits of financial
Statement on Auditing Standards No.
statements for periods beginning on
1, Codification of Auditing Standards
or after December 15, 2006. Earlier
and Procedures “Due Professional
application is permitted.
Care in the Performance of Work”
SAS No. 103, Audit Documentation
December 2005
Effective for audits of financial
(060706)
statements for periods ending on or
after December 15, 2006.
SAS No. 102, Defining Professional
December 2005
Effective upon issuance.
Requirements in Statements on
Auditing Standards (060705)

Statements on Standards for Attestation Engagements (SSAEs)
Statement on Standards for Attestation
Engagements (SSAE) No. 14, SSAE
Hierarchy (023033).

November 2006

15

Effective when the subject matter or
assertion is as of or for a period
ending on or after December 15,
2006

SSAE No. 13, Defining Professional
Requirements in Statements on
Standards for Attestation
Engagements (023032)

December 2005
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Effective upon issuance.
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